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KEY ECONOMIC INDICATORS 


Values in millions of US dollars unless otherwise stated. Exchange rate for 
1974 avg. ($1 = 100 Icelandic kronur); for 1975 avg. ($1 = 150 kronur; for 
1976 avg. ($1 = 180 kronur). 


% Change 
ITEM 1974 1975 1976 1975-1976 


GNP, Current Prices 1372.6 1234.8 1303.9 aio 
GNP, Constant Prices (1969) 47,800 46,688 45,660 - 2.2 

(millions of Ikr.) 
Average Population 216,628 219,033 221,442 tm 
Per Capita GNP (US$ - current 

Prices) 6,336 5 ,637 5,888 4.5 
Gross Fixed Asset Formation 

as % of GNP See - 3.4 
Net Foreign Exchange Reserves 

(end of June/June rate) - 7.8 
Money Supply & Current Account 

Deposits (end of June/June rates) 136.1 26.1 
Unemployment Rate 0.4 : est. - 14.3 
Hourly Wage for Reykjavik Unskilled 

Labor (Ikr. yearly avg.) 244.0 
Cost of Living Index 


(Jan. 1968 = 100) 
February 242 
August 296 


Total Exports, FOB 329 
Exported Fish Products 246 
% Composition of Exports: 
to the U.S. 22 
to the U.S.S.R. 8 
to EFTA 22 
to EEC 29 


Total Imports, CIF 526 est. - 16.0 
% Composition of Imports: 

from the U.S. 8 

from the U.S.S.R. 9 

from EFTA a7 

from EEC 45 


Principal imports from the U.S. (1975) in millions of US$: transportation 


equipment 11.2; non-electrical machinery 8.5; tobacco/products 3.2; grains/ 
cereals 5.3; electrical machinery 2.7. 


Source: National Economic Institute, Statistical Bureau of Iceland, Central 
Bank, Embassy estimates. 





Summary 


Slow improvement is the outlook for Iceland’s economy. 
Full employment has been maintained and some headway 

is being made to slow inflation and to increase growth 
by next year. As fish export prices rise and imports 
are reduced, the current account deficit becomes more 
manageable. Past borrowing has significantly increased 
debt servicing. ‘ 


Iceland’s imports in 1975 were $500 million and U.S. 
exporters can get a significantly larger share than 

9 per cent provided they satisfy the needs of a numeri- 
cally small market. Transport and machinery are favored 
U.S. items. 





Part A - Current Economic Situation and Trends 


Iceland continues to strive for growth, price stability and 
full employment, with the emphasis for domestic political 
reasons on full employment. This goal has meant giving 
priority to maintaining full employment at almost any cost. 


When the present government took control two years ago it was 
faced with an economic crisis of severe proportions. Since 
then it has weathered a sharp drop in its Gross National 
Product and in real wages, as well as a 50 per cent inflation 
rate. Despite these difficulties the government has kept 
unemployment at almost 1/2 of 1 per cent. 


The cost has been high. To maintain employment at a maximum 
level in the face of declining production and rising costs 

has meant increased borrowing (especially abroad) by the 
Treasury and Central Bank. Iceland’s foreign debt has risen 
significantly in the past two years. For instance, Iceland’s 
debt burden in 1974 (ratio of amortization plus interest to 
export earnings) was 11.5 per cent of exports. Many Icelanders 
were surprised to discover that this figure had risen to 18 per 
cent for 1976. The Central Bank last May noted that the figure 
would increase for the next few years. Put in other terms, 
Iceland’s total external long-term debt at the end of 1973 was 
$250.3 million, for 1974 it was $350.3 million, and for 1975 

it was $428.1 million, representing 22%, 30%, 30% of GNP. 


As. the debt has grown in the past few years, the Icelandic 
government has tried a variety of measures, including import 
controls, exchange devaluation, deflationary policy, and 
budgetary stringency. Some of these were ended because of 
international commitments; others are introduced periodically. 
Today the government continues to juggle economic inputs and 
outputs, including measures mentioned above, hopeful of finding 
the magic combination which will satisfy both political and 
economic ends. This situation raises doubts about Iceland’s 
economic future over the longer run. 


For the third year in a row growth is expected to decline (about 
half of the (-) 3.4% of last year). This has been a disappoint- 
ment as it had been thought that economic recovery abroad would 

produce some small increase in Iceland’s GNP in 1976. 
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The second disappointment came recently when the National 
Economic Institute announced that the inflation rate as 
measured by the cost of living index would likely exceed 

30 per cent this year. Even after the 25-30% wage increase 
(phased throughout the following 15 months) which was approved 
in March 1976, it had been estimated that inflation could be 
held to less than 25%. Year end inflation figures for 1974 
and 1975 were almost 53 and 40 per cent respectively. The 
most that can be said is that the trend seems to be in the 
right direction. 


There is one bright cloud - increasing fish prices - but this 
is dimmed by the prospect of declining fish resources. Amid 
acrid debate (internally and externally) as to Iceland’s true 
level of fish resources, arises the question of division of 
such resources. Even were all of these resources retained by 
Iceland, it is generally conceded that there is not enough 
fish to go around. Solutions range from dividing the catch 
among all Icelandic fishing boats to limiting it to some of 
the boats. The latter solution, although possibly more effi- 
cient, raises the problem of unemployment. 


It seems likely that high fish prices will hold for the 

remainder of 1976 and well into 1977. Since fish products 
account for 75 per cent of Iceland’s merchandise export earnings, 
this is good news indeed. Equally good news for Iceland has 
been the trend to reduce imports. If new wage demands can be 
held off until mid-1977 as scheduled, Iceland may witness a 
further decline in inflation and some growth in production. 

Wages are not, of course, the whole problem. Domestic credit 
must be curbed. However, there is doubt that this can be done 

in the private sector which has been financially strapped in 
recent years. Therefore, steps would have to be taken by the 
government to curb public expenditures, largely in public projects 
and investment funds. New Treasury borrowing from the Central 
Bank is expected to be less than last year, but further budgetary 
restraint will depend heavily on how the government views the 
employment picture, which some observers paint darker than 
others. 





Part B - Implications for the United States 


Although the real value of Icelandic imports has been declining, 
the U.S. share has continued to increase from 7.4 per cent in 
1973 to 9.4 per cent in 1975. In dollar terms the figures 

are $26.3 million and $45.7 million respectively. 


The favored item has been transportation equipment followed 
closely by non-electric machinery (See Key Economic Indicators). 
Although total automobile sales declined in 1975, these were 
replaced by equivalent sales in other types of equipment, e.g. 
farm, mass transport, road building. 


Agricultural sales (grain, tobacco) continue to play an important 
part in U.S. exports to Iceland, up 25 per cent in dollar value 
in one year. 


Other attractive possibilities for exports to Iceland include 

the sale of steel pipe of various diameters as part of the 

growing hot water system. At present the government authorities 
are expanding the system to include the major population area 

in northern Iceland (Akureyri) and the southwestern peninsula 
(including Keflavik and the NATO Base). We believe U.S. suppliers 
could successfully compete for such sales. 


Union Carbide has withdrawn from the earlier announced joint 
venture with the Icelandic Government to build a $160 million 
ferrosilicon plant. The Icelandic Government is presently 
negotiating with the firm Elkem of Norway. If the project 
gets under way, possibilities exist for U.S. equipment sales. 


Iceland continues to favor foreign investment on a selective 
basis with a GOI majority interest. Iceland offers major 
opportunities for industry which requires large amounts of 
relatively cheap electricity, e.g. aluminum, and which has 
limited manpower requirements. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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TRAVEL with Overseas Business Reports 
(OBRs)—75 a year— to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


; trade patterns 
i) 
industry trends 
- distribution channels 
transportation facilities 
trade regulations 


prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 


TAKE A Take a look at the country’s 
Foreign trade 
TOUR @)= Foreign investment 
Finances 
eisai a = 
Basic economic facilities 
Natural resources 
Population 
WITH SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to a// major 
trading countries. 
VIEW other special reports such as: 
Appraisal of China’s Foreign Trade Policy 
Basic Data on the Economy of the Soviet Union 


A Business Guide to European Common Market 
A Guide to End Users and Research Organizations 
in Hungary 
© Quarterly statistics reports on U.S. foreign trade 
START your tour now for only $36.50 a year by mailing 
the coupon below. 


(Single copies are available for 50¢ each from the Publication Sales 
Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 
20230.) 


MAIL ORDER FORM TO: 
Superintendent of Documents 
Govérnment Printing Office 
Washington, D.C. 20402 





